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(c) An obligation issued to refund an 
indirect general obligation may be sup-
ported in a number of ways that, in 
combination, are sufficient at all times 
to support the obligation with the full 
faith and credit of the United States or 
a State or a political subdivision pos-
sessing general powers of taxation. 
During the period following its 
issuance, the proceeds of the refunding 
obligation may be invested in U.S. ob-
ligations or municipal general obliga-
tions that will produce sufficient inter-
est income for payment of principal 
and interest. Upon the retirement of 
the outstanding indirect general obli-
gation bonds, the same indirect com-
mitment, such as a lease agreement or 
a reserve fund, that supported the prior 
issue, may support the refunding obli-
gation. 

§ 1.130 Type II securities; guidelines 
for obligations issued for university 
and housing purposes. 

(a) Investment quality. An obligation 
issued for housing, university, or dor-
mitory purposes is a Type II security 
only if it: 

(1) Qualifies as an investment secu-
rity, as defined in § 1.2(e); and 

(2) Is issued for the appropriate pur-
pose and by a qualifying issuer. 

(b) Obligation issued for university pur-
poses. (1) An obligation issued by a 
State or political subdivision or agency 
of a State or political subdivision for 
the purpose of financing the construc-
tion or improvement of facilities at or 
used by a university or a degree-grant-
ing college-level institution, or financ-
ing loans for studies at such institu-
tions, qualifies as a Type II security. 
Facilities financed in this manner may 
include student buildings, classrooms, 
university utility buildings, cafeterias, 
stadiums, and university parking lots. 

(2) An obligation that finances the 
construction or improvement of facili-
ties used by a hospital may be eligible 
as a Type II security, if the hospital is 
a department or a division of a univer-
sity, or otherwise provides a nexus 
with university purposes, such as an af-
filiation agreement between the uni-
versity and the hospital, faculty posi-
tions of the hospital staff, and training 
of medical students, interns, residents, 
and nurses (e.g., a ‘‘teaching hospital’’). 

(c) Obligation issued for housing pur-
poses. An obligation issued for housing 
purposes may qualify as a Type II secu-
rity if the security otherwise meets the 
criteria for a Type II security. 

PART 2—SALES OF CREDIT LIFE 
INSURANCE 

Sec. 
2.1 Authority, purpose, and scope. 
2.2 Definitions. 
2.3 Distribution of credit life insurance in-

come. 
2.4 Bonus and incentive plans. 
2.5 Bank compensation. 

AUTHORITY: 12 U.S.C. 24 (Seventh), 93a, and 
1818(n). 

SOURCE: 61 FR 51781, Oct. 4, 1996, unless 
otherwise noted. 

§ 2.1 Authority, purpose, and scope. 

(a) Authority. A national bank may 
provide credit life insurance to loan 
customers pursuant to 12 U.S.C. 24 
(Seventh). 

(b) Purpose. The purpose of this part 
is to set forth the principles and stand-
ards that apply to a national bank’s 
provision of credit life insurance and 
the limitations that apply to the re-
ceipt of income from those sales by 
certain individuals and entities associ-
ated with the bank. 

(c) Scope. This part applies to the 
provision of credit life insurance by 
any national bank employee, officer, 
director, or principal shareholder, and 
certain entities in which such persons 
own an interest of more than ten per-
cent. 

§ 2.2 Definitions. 

(a) Bank means a national banking 
association. 

(b) Credit life insurance means credit 
life, health, and accident insurance, 
sometimes referred to as credit life and 
disability insurance, and mortgage life 
and disability insurance. 

(c) Owning an interest includes: 
(1) Ownership through a spouse or 

minor child; 
(2) Ownership through a broker, 

nominee, or other agent; or 
(3) Ownership through any corpora-

tion, partnership, association, joint 
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venture, or proprietorship, that is con-
trolled by the director, officer, em-
ployee, or principal shareholder of the 
bank. 

(d) Officer, director, employee, or prin-
cipal shareholder includes the spouse 
and minor children of an officer, direc-
tor, employee, or principal share-
holder. 

(e) Principal shareholder means any 
shareholder who directly or indirectly 
owns or controls an interest of more 
than ten percent of the bank’s out-
standing voting securities. 

[61 FR 51781, Oct. 4, 1996, as amended at 73 FR 
22235, Apr. 24, 2008] 

§ 2.3 Distribution of credit life insur-
ance income. 

(a) Distribution of credit life insur-
ance income by a national bank must 
be consistent with the requirements 
and principles of this section. 

(b) It is an unsafe and unsound prac-
tice for any director, officer, employee, 
or principal shareholder of a national 
bank (including any entity in which 
this person owns an interest of more 
than ten percent), who is involved in 
the sale of credit life insurance to loan 
customers of the national bank, to 
take advantage of that business oppor-
tunity for personal profit. Rec-
ommendations to customers to buy in-
surance should be based on the benefits 
of the policy, not the commissions re-
ceived from the sale. 

(c) Except as provided in §§ 2.4 and 
2.5(b), and paragraph (d) of this section, 
a director, officer, employee, or prin-
cipal shareholder of a national bank, or 
an entity in which such person owns an 
interest of more than ten percent, may 
not retain commissions or other in-
come from the sale of credit life insur-
ance in connection with any loan made 
by that bank, and income from credit 
life insurance sales to loan customers 
must be credited to the income ac-
counts of the bank. 

(d) The requirements of paragraph (c) 
of this section do not apply to a direc-
tor, officer, employee, or principal 
shareholder if: 

(1) The person is employed by a third 
party that has contracted with the 
bank on an arm’s-length basis to sell 
financial products on bank premises; 
and 

(2) The person is not involved in the 
bank’s credit decision process. 

§ 2.4 Bonus and incentive plans. 
A bank employee or officer may par-

ticipate in a bonus or incentive plan 
based on the sale of credit life insur-
ance if payments to the employee or of-
ficer in any one year do not exceed the 
greater of: 

(a) Five percent of the recipient’s an-
nual salary; or 

(b) Five percent of the average salary 
of all loan officers participating in the 
plan. 

§ 2.5 Bank compensation. 
(a) Nothing contained in this part 

prohibits a bank employee, officer, di-
rector, or principal shareholder who 
holds an insurance agent’s license from 
agreeing to compensate the bank for 
the use of its premises, employees, or 
good will. However, the employee, offi-
cer, director, or principal shareholder 
shall turn over to the bank as com-
pensation all income received from the 
sale of the credit life insurance to the 
bank’s loan customers. 

(b) Income derived from credit life in-
surance sales to loan customers may be 
credited to an affiliate operating under 
the Bank Holding Company Act of 1956, 
12 U.S.C. 1841 et seq., or to a trust for 
the benefit of all shareholders, pro-
vided that the bank receives reasonable 
compensation in recognition of the role 
played by its personnel, premises, and 
good will in credit life insurance sales. 
Reasonable compensation generally 
means an amount equivalent to at 
least 20 percent of the affiliate’s net in-
come attributable to the bank’s credit 
life insurance sales. 

PART 3—MINIMUM CAPITAL 
RATIOS; ISSUANCE OF DIRECTIVES 

Subpart A—Authority and Definitions 

Sec. 
3.1 Authority. 
3.2 Definitions. 
3.3 Transitional rules. 
3.4 Reservation of authority. 

Subpart B—Minimum Capital Ratios 

3.5 Applicability. 
3.6 Minimum capital ratios. 
3.7 Plan to achieve minimum capital ratios. 
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